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INTRODUCTION 


The  Government  of  Ontario  believes  that  Canada  is  faced  with 
a  near  breakdown  in  the  structure  of  economic  and  fiscal  policy. 

This  condition  is  seriously  impeding  the  ability  of  federal  and  provin¬ 
cial  governments  to  deal  with  the  economic  and  social  problems  con¬ 
fronting  the  nation.  Support  for  this  contention  is  provided  by  the 
current  underperformance  of  the  economy,  the  high  level  of  unemploy¬ 
ment,  the  lack  of  noticeable  progress  in  reducing  inter- regional 
economic  disparities,  and  the  absence  of  a  national  strategy  to  meet 
challenges  on  the  international  front.  We  believe  that  this  break¬ 
down  can  be  attributed  directly  to  a  deterioration  in  intergovern¬ 
mental  fiscal  and  financial  arrangements.  It  is  these  arrangements 
which  determine  the  distribution  of  fiscal  resources  among  governments 
and  provide  the  framework  within  which  those  resources  are  brought  to 
bear  on  our  problems. 

On  the  one  hand,  there  has  been  a  failure  to  modernize  the 
system  of  intergovernmental  policy  co-ordination  in  line  with  changing 
conditions  within  the  government  sector  and  in  the  economy  generally. 

On  the  other  hand,  the  structure  has  actually  deteriorated  in  recent 
years  as  a  result  of,  for  example,  the  rejection  of  the  1966  Tax 
Structure  Committee  Report,  the  conduct  of  national  tax  reform  and  the 
federal  government's  moves  in  the  area  of  shared- cost  programs. 

At  the  outset,  therefore,  the  Ontario  Government  believes 
that  the  purpose  of  this  Conference  of  Finance  Ministers  should  be 
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nothing  less  than  to  lay  the  foundations  for  a  fundamental  reconstruc¬ 
tion  of  national  objectives  and  economic  policy  systems  in  Canada. 

This  makes  it  imperative  that  the  items  on  the  agenda  of  this  con¬ 
ference  should  not  be  treated  on  a  piecemeal  basis,  or  as  a  list  of 
assorted  housekeeping  items  in  intergovernmental  finance.  Rather,  it 
is  imperative  that  they  should  be  viewed  as  component  parts  of  the 
total  framework  of  intergovernmental  policy  co-ordination. 

We  realize,  of  course,  that  a  fundamental  reappraisal  and 
reconstruction  of  the  foundations  of  federal-provincial  finance  and 
policy  co-ordination  cannot  be  achieved  overnight.  However,  we  are 
convinced  that  it  is  possible  to  advance  a  series  of  definite 
proposals  for  approval  at  the  forthcoming  Conference  of  First 
Ministers  to  serve  as  a  basis  for  a  concentrated  effort  to  complete 
the  process  within  the  shortest  possible  time  thereafter.  We  believe 
this  is  eminently  feasible  if  we  draw  on  the  body  of  analyses  and 
proposals  which  have  been  made  concerning  intergovernmental  policy 
co-ordination  in  the  last  few  years. 

Since  the  rejection  of  the  1966  Tax  Structure  Committee  Report 
and  the  abandonment  of  the  process  of  adjusting  federal- provincial 
tax  sharing  in  line  with  changes  in  relative  expenditure  responsibi¬ 
lities,  the  Government  of  Ontario  has  advanced  a  series  of  considered 
proposals  for  fiscal  policy  co-ordination,  integrated  tax  reform,  and 
social  security  design.  Ontario  has  not  been  alone  in  this.  Many 
other  provincial  governments  have  shown  equal  concern  and  have  also 
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advanced  proposals  on  the  same  questions.  Altogether,  these  provin¬ 
cial  proposals  represent  a  comprehensive  consensus  on  the  directions 
in  which  the  structure  of  intergovernmental  finance  should  be 
modernized.  Unless  we  move  in  this  direction  and  develop  an  effec¬ 
tive  intergovernmental  framework,  governments  in  Canada  will  continue 
to  dissipate  their  energies  and  fall  short  of  dealing  with  urgent 
social  and  economic  problems.  Because  of  the  obvious  interconnection 
of  the  items  on  the  agenda  of  this  conference,  it  is  imperative  that 
they  be  treated  in  a  unified  fashion. 


* 
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I  ECONOMIC  POLICY  CO-ORDINATION 


SHORT-RUN  FISCAL  POLICY  CO-ORDINATION 


1.  The  Breakdown  in  Fiscal  Policy  Co-ordination 

Canada  has  no  mechanism  for  co-ordinating  federal  and 
provincial  fiscal  policies.  In  fact,  federal  policies  have  been 
"handed  down"  to  the  provinces  and  have  not  been  the  subject  of 
close  intergovernmental  consultation.  The  federal  government  must 
bear  primary  responsibility  for  existing  high  levels  of  unemployment 
and  continuing  inflation. 

Initiatives  at  co-ordinating  federal  and  provincial 
policies  have,  however,  been  made  by  Ontario.  Because  of  the 
failure  of  federal  fiscal  policies,  in  my  Budget  of  April  1971 
I  moved  independently  to  reinforce  the  economy  through  the  creation 
of  a  budgetary  deficit  of  over  $400  million.  This  represented  an 
expansionary  fiscal  swing  of  some  $300  million  over  the  previous 
year  and  included  a  five  per  cent  investment  tax  credit  to  head  off 
an  impending  slowdown  in  business  investment  in  production  equipment. 
Since  then  I  have  increased  our  deficit  to  $550  million  through 
regular  budgetary  operations,  the  three  per  cent  cut  in  provincial 
personal  income  taxes,  and  a  special  winter  works  program. 
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These  independent  actions  of  economic  stabilization  are 
significantly  larger  on  a  relative  basis  than  those  of  the  federal 
budgets  of  June  and  October  1971.  They  were  essential  to  counteract 
federal  deflationary  policies  which  we  opposed,  and  which  have  since 
been  proven  wrong.  Greater  efforts  at  policy  co-ordination  by  the 
federal  government  could  have  spared  Canadians  much  economic 
hardship . 


2.  Seasonal  Unemployment  Programs 

Federal  programs  for  relieving  winter  unemployment  in  recent 
years  have  not  been  satisfactory,  but  rather,  have  been  contradictory, 
inconsistent,  and  unco-ordinated  with  real  provincial  requirements. 

For  example,  last  year,  the  federal  government  invited  the  provinces 
to  borrow  federal  money  through  the  Special  Development  Loan  Program 
to  relieve  unemployment  created  by  deliberate  federal  policies. 

Then,  this  year,  there  was  no  announcement  of  any  federal  winter 
works  program  until  mid-October,  again  necessitating  independent 
action  by  the  Ontario  Government. 

The  federal  programs  for  this  winter  are  probably  too  late 
and  restricted  by  bureaucratic  complexities  to  achieve  their  intended 
impact.  The  Special  Development  Loans,  in  being  confined  to  capital 
works,  will  not  likely  create  many  jobs  for  unskilled  workers  nor 
allow  adequate  lead  time  for  construction  to  take  place  in  the  target 
period.  The  lack  of  specific  directives  in  the  Local  Initiatives 
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Program  will  hinder  effective  co-ordination  with  provincial  and 
municipal  governments. 

By  contrast,  Ontario's  own  winter  works  program  avoids  the 
administrative  problems  of  rigid  central  control  inherent  in  the 
federal  programs.  It  also  ensures  expeditious  implementation  and 
co-ordination  with  local  governments  by  working  through  the  Provincial- 
Municipal  Liaison  Committee.  We  are  confident  that  our  program  will 
demonstrate  that  federal  government  apprehensions  concerning  local 
administration  are  unfounded,  and  that  this  barrier  to  better 
federal-provincial  co-operation  can  be  finally  removed. 

In  the  area  of  seasonal  unemployment,  I  have  three 
proposals : 

joint  federal-provincial  development  of  a  framework 
of  on-going  programs  which  can  be  accelerated  or 
decelerated  by  mutual  agreement  each  year; 

financial  responsibility  for  these  programs  to 
reflect  the  primary  role  of  the  federal  government 
in  economic  planning; 

maximum  provincial-municipal  autonomy,  with  a 
minimum  of  federal  auditing. 

But  let  me  be  clear  that,  whatever  the  federal  government 
finally  decides  to  do,  the  Government  of  Ontario  is  not  prepared  to 
accept  any  distortionary  intervention  in  provincial-municipal 


financial  operations. 


. 


ar  t 


7 


3.  Joint  Consultation  on  Economic  Objectives 

The  experience  of  the  Ontario  Government  has  been  that  the 
federal  government  has  never  briefed  the  provinces  beyond  what  is 
available  in  D.B.S.  reports  or  in  newspapers.  It  is  impossible  to 
co-ordinate  provincial  policies  with  national  policies  when  we  are 
not  consulted.  Full,  candid  and  reciprocal  disclosures  are  now 
essential,  especially  in  the  light  of  recent  international  develop¬ 
ments  which  are  of  profound  significance  to  the  economy  of  Ontario. 


4.  Four  Proposals  for  Implementation 


With  a  view,  therefore,  to  establishing  the  type  of  inter¬ 
governmental  consultation  and  policy  co-ordination  that  is  essential 
in  our  federation,  I  wish  to  make  four  specific  recommendations. 

1.  The  establishment  of  an  appropriate  intergovernmental 
division  of  responsibilities  in  economic  stabilization 
policy,  recognizing  that  the  provinces  must  have  an 
active  role. 

2.  The  obtaining  of  more  accurate  data  than  is  presently 
produced  under  federal  information  systems.  For  example, 
we  are  presently  unable  to  obtain  reliable  statistics 
concerning  investment  and  unemployment. 

3.  A  more  rigorous  technique  of  the  revenue-generating 
capacity  of  the  federal  tax  system,  since  miscalculations 
in  the  past  have  caused  uncertainty  about  the  economic 
impact  of  the  federal  budget. 

4.  Implementation  of  Prime  Minister  Davis'  recommendation 
that  the  Ministers  of  Finance  form  a  national  Joint 
Economic  Committee. 
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Above  all,  we  must  make  it  clear  at  this  conference  that 
increased  consultation  between  the  provinces  and  federal  government 
is  required.  For  example,  if  the  federal  government  were,  without 
prior  consultation,  to  introduce  mandatory  wage  and  price  controls  in 
any  sector  of  the  economy,  I  could  only  consider  such  unilateral  action 
as  a  federal  rejection  of  the  philosophy  of  intergovernmental  fiscal 
policy  co-ordination. 


CO-ORDINATION  OF  LONG-RUN  ECONOMIC  GROWTH  STRATEGIES 


5.  Present  Problems 


Long-term  economic  growth  in  Canada  faces  many  problems.  Five 

of  the  most  basic  are  as  follows: 

Present  federal  programs  have  made  little  impact  in 
resolving  Canadian  regional  economic  disparities. 

Recent  U.S.  moves  threaten  our  exports,  domestic 
production,  and  access  to  U.S.  capital  markets. 

Canada  has  not  succeeded  in  achieving  rationalization 
and  technical  up-grading  of  its  industries  to  the 
same  extent  as  our  foreign  competitors. 

The  questions  of  Canadian  ownership  and  long-run 
growth  have  not  been  rationalized. 

An  uncertain  environment  for  long-run  business 
expansion  has  been  created  by  recent  federal 
initiatives,  including  tax  reform,  The  Competition 
Act,  and  the  Labour  Code. 
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6.  The  Overall  Integration  of  Public  Policies 

Added  to  the  above  problems  are  a  number  of  others.  For 
example,  present  international  difficulties  make  it  uncertain  whether 
existing  federal  programs,  such  as  those  involving  income  redistribution 
and  regional  subsidization,  can  be  extended  at  existing  levels.  They 
also  require  urgent  consideration  of  the  foreign  ownership  question, 
and  proposed  approaches  of  the  federal  government.  Ontario  therefore 
requests  immediate  release  to  the  provinces  of  the  Gray  Report,  and 
pledges  in  turn  to  make  available  its  own  study  on  this  question. 


7.  The  Importance  of  Industrial  Consolidation 

Another  serious  structural  problem  for  our  economy  is  that 
Canada’s  secondary  manufacturing  industries  require  an  environment  that 
will  enable  their  continuing  expansion.  Initiatives  such  as  the 
Canada-U.S.  Auto  Pact  are  sound,  enabling  industrial  rationalization, 
specialization  and  consolidation.  It  is  regrettable,  however,  that 
more  policies  of  this  kind  have  not  been  developed. 


8.  The  Competition  Act 

In  addition,  the  Government  of  Ontario  is  concerned  that 
The  Competition  Act  will  encourage  industrial  fragmentation  and  the 
maintenance  of  small-scale,  low-productivity  businesses.  Contrary 
to  this  trend  of  federal  legislation,  the  Ontario  Government  advocates 


. 

. 


10 


the  use  of  tax  incentives  to  small  business  enterprises  which  will 
encourage  their  growth  and  not  penalize  the  retention  of  earnings. 
We  consider  this  to  be  a  constructive  means  of  co-ordinating  tax 
policies  with  long-run  economic  goals. 


9.  The  Co-ordination  of  Tax  Policies  and  Social  Policies 

Lastly,  it  is  essential  that  the  relationship  between  social 
policies  and  tax  policies  be  recognized  and  appraised.  I  am  very 
concerned  by  the  disturbing  tendency  of  federal  policies  to  overburden 
the  middle-income  groups  in  a  piecemeal  and  hasty  manner.  Substantial 
changes  in  disposable  income  and  marginal  tax  rates  should  be  phased 
in  over  reasonable  periods  of  time  and  checked  very  carefully  for 
their  economic  impact  if  compensatory  and  inflationary  wage  demands 
are  to  be  avoided. 

Again,  the  Conference  of  Ministers  of  Finance  are  the  natural 
forum  for  this  kind  of  co-ordination.  The  federal  government  should 
understand  that  the  Ontario  Government  takes  a  co-ordinated  view  of 
tax  and  social  policies  and  wishes  them  to  be  negotiated  in  an 
integrated  manner  through  the  office  of  the  Treasurer  of  Ontario  and 
Minister  of  Economics,  and  not  through  a  series  of  bilateral  federal- 
provincial  departmental  discussions. 


II  TAX  REFORM 


1.  In  General 

Canadians  have  been  going  through  the  tax  reform  wringer  ever 
since  the  Carter  and  provincial  commissions  were  established  to  review 
our  entire  tax  structure.  Since  Carter,  we  have  seen  the  White  Paper, 
Bill  C-259,  and  amendments  to  amendments  to  Bill  C-259.  The  federal 
government  has  now  committed  itself  to  tax  reform  by  1972,  and 
expects  the  provinces  to  enact  complementary  enabling  legislation. 

Before  the  Ontario  Government  supports  any  tax  changes 
however,  it  must  be  satisfied  that,  as  a  minimum,  four  fundamental 
conditions  are  satisfied.  The  new  tax  system  must: 

1.  provide  meaningful  tax  relief  to  Canadians  needing  it 
most; 

2.  promote  strong  economic  growth  and  development  in  Canada; 

3.  be  workable  and  understandable;  and 

4.  generate  adequate  tax  revenues  for  all  levels  of 
government . 


2.  Deficiencies  in  Federal  Proposals 

After  extensive  research,  the  Government  of  Ontario  is  not 
convinced  that  the  federal  government's  proposals  satisfy  these  four 
conditions.  In  addition  to  criticisms  contained  in  previous  studies, 
we  are  particularly  concerned  about  questions  of  international  taxation, 
death  taxation,  and  tax  relief  to  individuals. 
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International  Provisions.  The  Ontario  Government  cannot  support  the 

federal  proposals  relating  to  the  taxation  of  the  foreign-source 

income  of  Canadian  residents  on  the  following  grounds . 

They  discriminate  against  investments  in 
non-treaty  countries.* 

Investment  incentive  programs  of  developing 
countries  will  be  frustrated. 

It  is  a  practical  impossibility  to  conclude 
the  requisite  number  of  treaties  with  the  large 
number  of  countries  from  which  Canadians  derive 
income . 

The  tax  cost  of  business  operations  in  most 
foreign  countries  will  be  substantially  increased. 

Foreign  business  operations  of  Canadians  will 
become  uncompetitive. 

Canadian-based  multi-national  corporations  will 
transfer  their  foreign  operations  out  of  Canada. 


Death  Taxation.  The  federal  government's  proposals  to  withdraw  from 

estate  and  gift  taxation  in  favour  of  capital  gains  taxation  are 

unacceptable  to  Ontario  for  the  following  reasons. 

They  permit  the  tax-free  transfer  of  existing  wealth 
by  early  gifting  under  the  proposed  regime. 

Capital  gains  taxation  on  death  can  be  effectively 
postponed  for  several  generations. 

Most  provinces  do  not  have  the  present  administrative 
capacity  to  fill  these  gaps  with  a  view  to  preventing 
inequities  and  replacing  lost  revenues. 
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Tax  Relief  to  Individuals.  The  use  of  increased  exemptions  in 

Bill  C-259  is  of  foremost  concern  to  Ontario.  Briefly,  increased 

exemptions  are  deficient  as  a  means  of  delivering  meaningful  tax 

relief  in  the  following  main  respects: 

.  they  do  nothing  to  recognize  the  fiscal  burdens  of 
regressive  property  and  sales  taxes;  and 

.  they  provide  no  relief  to  Canadians  too  poor  to  be  on 
the  tax  rolls. 


3.  Ontario  Government  Proposals 


As  an  alternative  to  the  above  provisions,  which  the 
Government  of  Ontario  considers  are  unacceptable  and  contrary  to 
the  best  interests  of  Canadians,  we  wish  to  make  the  following 
suggestions : 

(a)  International  Provisions 


.  Implementation  of  the  international  provisions  of 
Bill  C-259  should  be  postponed. 

.  They  should  then  be  reformulated  in  a  manner  which 
will  achieve  the  following  results: 

bring  Canada  into  line  with  current  international 
tax  practices; 

curb  the  abuses  associated  with  the  diversion  of 
income  to  tax  haven  jurisdictions; 

enable  Canadians  to  compete  effectively  in  every 
country  of  the  world. 

.  To  eliminate  the  great  uncertainty  and  stem  an  exodus  of 
Canadian-based  multi-national  companies,  the  federal 
government  must  categorically  affirm  that  the  tax  cost  of 
their  foreign  operations  will  not  be  increased  beyond 
that  of  the  present  law. 
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(b)  Death  Taxation 


The  federal  government  should  make  available  to  the 
provinces  its  present  death  tax  collection  capacities 
until  capital  gains  taxation  on  death  achieves 
maturity. 

If  the  federal  government  does  not  accede  to  the 
above,  Ontario  intends  to  establish  its  own  gift  tax 
capacity  within  the  context  of  succession  duty 
taxation.  This  will  enable  an  orderly  transition  to 
the  new  approach  of  taxing  capital  gains  on  death. 


(c)  Tax  Relief  to  Individuals 

Ontario  proposes  to  introduce  a  tax  credit  system  to 
relate  property  and  retail  sales  tax  burdens  to 
individuals'  ability-to-pay. 

Ontario's  tax  credit  system  would  achieve  the  following 
results : 

A  refunding  of  provincial  and  municipal  taxes  to 
individuals  who  are  too  poor  to  benefit  from  the 
increased  personal  income  tax  exemptions  of  the 
federal  government's  proposals; 

An  overall  reduction  of  income  taxes  of  between 
$150  million  and  $200  million,  achieved  by 
granting  tax  credits  for  sales  and  property 
taxes.  Tax  credits  for  property  taxes  would  be 
$100  for  each  taxfiler,  plus  10  per  cent  of 
property  taxes  paid,  minus  one  per  cent  of 
taxable  income. 

The  tax  credits  for  sales  taxes  would  shelter 
completely  our  low-income  families  from  the 
burden  of  our  retail  sales  tax. 


(c)  Ontario's  Corporations  Tax  Act 

Because  of  the  immense  complexities  of  Bill  C-259  the 
Government  of  Ontario  has  decided  not  to  amend  its  Corporation 
Tax  Act  in  1972  to  conform  with  federal  tax  changes.  Rather, 
Ontario  will  continue  its  intensive  review  of  tax  reform  to 
ensure  that  it  does  not  make  the  same  mistakes  as  the 
federal  government  in  terms  of  workability,  equity,  and 
impact  on  the  economy. 
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(e) 


A  Federal-Provincial  Tax  Commission 


The  Ontario  Government  has  and  will  co-operate  fully  with 
the  federal  government  to  co-ordinate  tax  policies  and 
administration  at  both  the  federal  and  provincial  levels. 
Unfortunately,  the  existing  systems  and  practices  for 
intergovernmental  consultation  are  defective.  Therefore, 
Ontario  recommends  replacement  of  the  income  tax  division 
of  the  Department  of  National  Revenue  with  a  Federal- 
Provincial  Tax  Commission  to  deal  with  tax  policy, 
administration  and  collections. 


Ill  FISCAL  ARRANGEMENTS 


1.  Tax  Sharing 

The  federal  government  has  refused  discussion  of  tax¬ 
sharing  arrangements  pending  implementation  of  a  new  national  tax 
structure,  but  now,  through  tax  reform,  confronts  the  provinces 
with  a  de  facto  change  in  tax  sharing.  The  federal  three-year 
revenue  guarantee  is  an  inadequate  consolation  for  the  number  of 
revenue  changes  effected,  especially  in  the  areas  of  income  and 
wealth  taxation. 

It  is  obvious  that  new  tax-sharing  arrangements  are  urgently 
required.  The  heaviest  burden  of  expenditure  responsibilities  lies 
with  the  provinces  and  municipalities,  while  the  federal 
government  has  the  lion's  share  of  the  revenue-raising  capabilities. 
New  public  priorities  related  to  urbanization,  health  and  pollution, 
increasingly  exacerbate  this  disparity  between  financial  needs  and 
financial  resources. 

The  redefined  sharing  principle  of  Bill  C-259  will  require 
independent  tax  action  by  the  provinces  and  stop-gap  measures  to 
overcome  the  equity  gap  created  by  federal  repeal  of  the  estate  and 
gift  taxes.  It  will  force  the  provinces  to  increase  their  taxes 
after  three  years  to  compensate  for  discontinued  revenue  guarantees. 
These  and  other  complications  reflect  an  alarming  federal  disregard 
for  fiscal  co-ordination  with  the  provinces. 


- 
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The  Ontario  Government,  therefore,  proposes  immediate 
re-negotiation  of  present  tax-sharing  arrangements,  based  on  the 
following  principles: 

1.  There  should  be  no  lowering  of  provincial-municipal 
tax  sharing  below  current  levels. 

2.  The  provinces  should  receive  at  least  28  per  cent  of 
any  future  increase  in  the  tax  base. 

3.  The  revenue  guarantee  should  cover  a  more  realistic 
period  and  contain  provision  for  accurate  estimation 
of  provincial  tax  yields  based  on  the  old  system. 

4.  To  obviate  increases  in  provincial  taxes  at  the  end 
of  the  guarantee  period,  the  federal  government 
should  reduce  its  own  share  of  the  tax  by  the  amount 
of  the  guarantee  payments. 

5.  Additional  tax  sharing  is  essential  to  reduce  chronic 
imbalances,  and  relieve  provinces  from  carrying  a 
disproportionate  share  of  total  government  borrowing. 


3.  Cost  Sharing 

Ontario  has  and  will  continue  to  co-operate  with  all  govern¬ 
ments  to  ensure  adequate  programs  relative  to  matters  such  as 
hospital  insurance  and  medicare.  However,  shared-cost  programs  have 
proven  to  be  socially  inefficient  and  administratively  cumbersome. 

The  federal  government  has  attempted  to  limit  its  fiscal  responsibilities 
for  shared-cost  programs.  By  its  continued  involvement,  however,  it 
effectively  denies  provincial  freedom  to  achieve  cost  efficiency,  as 
for  example  in  respect  of  Ontario's  plans  for  rationalizing  its 


health  insurance  programs. 


■ 
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While  minimum  national  standards  for  shared-cost  programs 
are  essential,  these  standards  are  well  entrenched  in  major 
established  programs,  and  continued  federal  government  involvement, 
except  through  re-negotiated  tax  sharing,  is  superfluous. 

Ontario  therefore  proposes  that  the  provinces  assume  full 
responsibility  for  all  shared-cost  programs  in  exchange  for  an 
equivalent  transfer  of  financial  resources.  This  would  enhance 
accountability,  efficiency,  flexibility  and  administrative  ease. 

In  the  absence  of  full  agreement,  Ontario  is  prepared  to  reach  these 
objectives  for  itself  by  assuming  complete  responsibility  for  these 
programs  in  exchange  for  equivalent  tax  points. 


4.  Equalization 

Equalization  payments,  begun  in  1957,  have  served  to  equalize 
per  capita  revenue  yields  of  the  provinces  in  terms  of  a  "national 
average"  tax  system.  In  the  1971-72  fiscal  year,  these  payments  will 
reach  about  $950  million. 

The  Ontario  Government  has  consistently  recognized  and  supported 
the  need  for  an  adequate  level  of  fiscal  redistribution  in  the  Canadian 
federal  system.  We  will  continue  to  do  so.  Our  first  priority, 
however,  must  be  the  maximization  of  economic  growth  and  output,  for 
only  an  expanding  economy  can  generate  the  revenues  necessary  to 
tackle  regional  economic  disparities.  Excessive  federal  fiscal  drag 
in  the  provinces  with  high  economic  potential  will  ultimately  result 
in  a  lower  standard  of  living  for  all  Canadians. 
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In  order  to  reconcile  equalization  with  economic  growth  under 
the  presently  difficult  Canadian  economic  situation,  the  Ontario 
Government  suggests  a  review  of  the  present  equalization  formula. 

This  review  should  also  consider  the  de  facto  equalization  created 
through  other  federal  payments,  such  as  through  DREE,  ARDA,  FRED,  and 
CMHC.  It  should  not  fail  to  recognize  that  regional  economic  dis¬ 
parities  have  not  been  significantly  reduced  in  the  past  five  years, 
in  spite  of  increased  federal  transfers. 
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